ABSTRACT The Nordic countries -Denmark, Norway, Sweden, and Finland -have attracted attention in recent years. Some elements of the Nordic model -particularly the welfare stateare well understood, but its governance characteristics remain elusive to the international audience. This article reviews Nordic governance and discusses its relevance as a development paradigm. The article quantitatively documents the existence of a Nordic governance model using data from the World Bank, Transparency International and other sources. Secondly, it is shown how Nordic corporate governance -Nordic civil law, concentrated ownership, semi twotier board structures, employee representation and low-powered managerial incentives -has been shaped by the welfare state in ways consistent with systemic corporate governance theories. The article concludes with a skeptical discussion of the Nordic model as a development paradigm.
INTRODUCTION
The Nordic counties [1] have attracted international attention in recent years. Francis Fukuyama (2011; describes the goal of nation building as 'getting to Denmark'. The UN Global
Happiness Index (2013) scores Denmark as number 1 -the happiest country in the world.
Oxford Professor Colin Mayer (2012) looks to the Nordic model as an alternative to the AngloAmerican corporation. The Economist (2013) talks about the 'Nordic Supermodel'. Even
Thomas Piketty (2014) argues in favor of Nordic style income redistribution.
Some parts of the Nordic model are reasonably well documented. The Nordic countries are known to be welfare states characterized by large government sectors, strong labor unions, income redistribution, and high taxes (Andersen, Holmström, Honkapohja, Korkman, Söderström, & Vartiainen, 2007) . While the welfare states of the 1960s and 1970s have gone out of fashion, a renewed enthusiasm is now directed at the reformed lean welfare states that have emerged through market discipline, tax reform and restructured government services (The Economist, 2013) .
In contrast, the Nordic Corporate Governance model remains less known, at least outside the Nordic countries. Clearly, the business sector must be part of the package, since -for example -the welfare state needs to be financed. Business companies constitute the growth engine of the Nordic model without which it would collapse. Moreover, the governance of Nordic companies has emerged in conjunction with the welfare state and has obviously been influenced by high taxation, income equality, social security and welfare. In this article we examine the corporate governance model that has emerged under these circumstances. The main objective is not to provide a detailed institutional description, which can be found elsewhere (e.g., Conyon & Thomsen, 2012, chpt. 16 ), but rather to assess the strengths and weaknesses of the model from the viewpoint of countries such as China or India that debate what governance model to adopt in the future.
Even at this early stage, however, a disclaimer is warranted. Fashion waves come and go in political and economic discourse. The fact that the Nordic model is currently popular may have more to do with the perceived failures of dominant models during the 2008-2013 financial crisis than any enduring support for the Nordic way. In particular, the breakdown of the Washington consensus (Williams, 1990 ) as a recipe for economic development has stimulated a reassessment of the role of government in China and other emerging economies (cf. the discussion of a 'Beijing consensus'). The absence of a universally superior governance model is a recurrent theme in international corporate governance research (e.g., Thomsen & Conyon, 2012 ). This will obviously also be true of the Nordic model. What works (or at least appears to work) in the small homogeneous economies of Northern Europe may not be feasible or even desirable in other parts of the world. That said, as Fukuyama observes, those who know only one country knows no country. This article is written on the assumption that there may be lessons learned from comparative governance research and that the Nordic experience constitutes part of the evidence.
THEORETICAL PERSPECTIVES
The economic literature on governance systems has emphasized the role of formal institutions as determinants of these differences. For example, the law and finance approach associated with La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1998) focuses on the importance of legal origin (common versus civil law) and investor protection for the evolution of capital markets. The implication is that governance systems are rooted in deep seated institutional arrangement and difficult to change. La Porta et al. (1998) point to Nordic (Scandinavian) civil law as a legal category which is distinct from German and French civil law and which is associated with generally higher levels of investor protection. Why this would be so is more uncertain; it seems to be more of an observation than a hypothesis.
In contrast, the political theory of corporate governance proposed by Roe (1991; 1994) emphasizes the regulation of financial institutions as a source of governance differences. Roe recognizes the existence of lock-in effects attributable to complementarities between institutions and rent seeking to preserve their vested interests (Coffee, 1999; North, 1991; Roe, 1994) , but predicts that corporate governance systems will change with changes in the policy. Roe (1994) argues that concentrated ownership emerged in Europe and the Nordic countries as a countervailing force to the power of labor unions.
In a broader sociological perspective, Whitley (1992) regards business systems as 'distinctive ways of organizing economic activities' that 'become established and effective because of major differences in key social institutions, such as the state, the financial system and the education and training system' (13) including labor market organization and 'more general and diffuse attitudes and beliefs about work, material values and authority relations' (16).
Whitley's emphasis on labor market institutions is particularly relevant in the Nordic countries where labor unions play an important role.
A similar broad perspective is used by Hall and Soskice (2001) , who distinguish between liberal market economies (such as the US or UK) and coordinated market economies (such as Sweden the Nordic countries are characterized by low power distance (little reliance hierarchy and authority), high levels of individualism and femininity (emphasis on caring and quality of life rather than status and achievement). Moreover, they lean towards low uncertainty avoidance, normativity rather than pragmatism and 'indulgence' (limited self-control), although with some differences so they are not completely culturally homogenous. Nevertheless, it seems plausiblefor example -that the Nordic welfare state is associated with a high level of femininity although the direction of causality is unclear. Individualism and low power distance might point to low levels of hierarchy, but this seems inconsistent with large government sectors and a disproportionally large number of Nordic multinationals.
The system theories outlined above provide classifications and show how different elements of corporate governance may be related and correlated with general social structures.
Thus, they are highly relevant for understanding, how the welfare state -as outlined above and below -has shaped a Nordic 'variety of capitalism'.
However, the system theories are less precise concerning issues causality and systemic change. This makes them less useful for studying the origins of the Nordic model. Why, for example, did the Nordic countries and not the US, Japan, or even Germany develop a welfare state? To understand the origins of the Nordic model it may be necessary to acknowledge the role of human agency as proposed for example by Giddens (1984) . Visionary politicians or business entrepreneurs may perhaps design systemic change -or they may by coincidence propose institutions that prove to be sustainable over time.
ORIGINS OF THE NORDIC WELFARE STATE
The system theories outlined above stress the complementarities between governance and other system characteristics. In order to understand Nordic corporate governance, it is important to understand its context, particularly the Nordic social model which has the following main features (Alestalo, Hort, & Stein, 2009; Andersen et al., 2007) :
-A large government sector providing universal access to health care, child care, education etc.
-Significant income transfers including pensions and unemployment benefits -High taxes rates to finance these expenditures -Strong labor unions -Low economic and social inequality These characteristics are empirically verifiable (Andersen et al., 2007) . For example, according to the OECD Nordic tax revenues to GDP are about double the OECD average of 14% and Nordic unionization is around 66% (somewhat lower in Norway) against an OECD average of 16%. Inequality is also much lower as documented below.
Ideologically, the Nordic model rests on a combination of social democracy and liberalism. The concept of social democracy (Bernstein, 1899; Sejersted, 2011) However, the Nordic Social Democrats never assumed absolute power. Intermittently, the Nordic countries were ruled by liberal or conservative parties which had also ruled before the social In fact most of the basic ideas behind the Nordic model -including social democracy and the welfare state as well as governance arrangements like two-tier boards or employee representation -come from Germany or other non-Nordic countries. Thus imitation rather than innovation is the norm. What makes the Nordic countries special is firstly that these ideas were often more widely used in the Nordic countries than in their countries of origin. The government sector is larger and the tax pressure is higher than in other countries around the world. Possibly, homogenous populations in the smaller Nordic countries enabled them to sustain a higher tax pressure.
Secondly, governance arrangements were sometimes adapted with a local twist. For example, employees did not get half of the board seats as they do in larger German companies, but only on-third. Such adaptions may have enhanced the efficiency of the Nordic model.
Nordic 'cuddly capitalism' has been criticized by Acemoglu, Robinson, and Verdier (2012) , who argue that its dulled incentives stifle innovation and makes it unfit for technology leaders like the US, while it may be sustainable for technology followers. However, Stiglitz (2014) argued that the Nordic emphasis on education and R&D combined with social security may in fact be conducive to innovation and that this is politically sustainable partly because the gains to innovation are widely shared.
IS THERE A NORDIC GOVERNANCE MODEL?
Given the qualifications above it is perfectly reasonable to ask if there really is a Nordic governance model. Does such an animal even exist? To be sure, concentrated ownership is not a unique feature, but characteristic of a model of the world outside the US and UK. As for two-tier boards with employee representation this is a German innovation which was imitated by the Nordic countries (and since abandoned in Finland).
To help answer this question, Table 1 [3]
[Insert Table 1 here]
In Table 2 this data is broken down by country/region and corruption data from Transparency International is added. We see the same picture as in Table 1 . The Nordic countries rank very highly on both the governance composite and on corruption control -much higher than the US or the EU, which again rank much higher than China and India or the rest of the world. However, Singapore has achieved very high standards in governance and has virtually rooted out corruption.
Interestingly, both China and India have slipped down the scale over time, while the Nordic countries have managed to improve their already substantial lead on other countries. The
Euro Area has slipped quite dramatically on corruption (mainly because of enlargement), but even US has slipped a little on both measures. Some of this is no doubt attributable to increasing country coverage over time. But we can reject the hypothesis that the Nordic countries are resting on their laurels based on past achievement and that other countries are catching up as they become richer.
[Insert Table 2 here]
Altogether, the data supports that the Nordic countries are so special in terms of governance that it is reasonable to talk about a Nordic governance model. Whether its corporate governance model is special is less certain. Thomsen and Conyon (2012) propose that informal governance by social norms should be regarded as part of corporate governance since both formal and informal structures shape business behavior. Since issues like corruption or enforcement depend on social norms, Nordic corporate governance is also a special case.
Moreover, even structural elements of corporate governance are likely to be influenced by regulatory quality and the rule of law. We turn to these issues in the next section.
Nordic Corporate Governance
In this section we examine the Nordic governance model on 4 different criteria: legal system, ownership structure, board structure and executive incentives (i.e., the mechanisms approach suggested by Thomsen & Conyon, 2012) .
The legal system. It is often claimed -e.g., by La Porta et al. (1998) and deliberately also since Nordic harmonization was historically considered to be attractive (Hansen, 2003; 2007) . Moreover, with top down state law rather than case law Nordic company law is no doubt closer to German civil law than to US/UK common law.
According to the law and finance approach, relatively high investor protection should be associated with large stock markets, but the Nordic stock markets are in fact relatively modest.
According to the World Bank (2012), stock market capitalization to GDP varies between 51% (Norway), 62% (Finland), 70% (Denmark) and 103% (Sweden). This average of 70-80% may be compared to 115% in the US and UK -and is no higher than in France (70%). There may be several reasons for this -for example country size may be a factor -but it is also possible that Ownership structures in the Nordics vary across countries from bank-based business groups in Sweden to state-owned enterprises in Norway (energy sector), and foundation-ownership in Denmark and Sweden (see below). Outside the publicly listed companies we find a range of cooperatives, mutual and small or medium sized family business. This pluralism has given rise to some skepticism about the concept of a Nordic governance model, but there is little doubt that
Nordic governance is based on blockholders rather than market based. Moreover, shareholders have more decision power than in the US/UK and can for example replace the board by simple majority vote at the AGM (Hansen, 2007; Lekvall et al., 2014) . However, because of social pressures and/or legal protection of minority investors and stakeholders, large owners appear to be quite well behaved and derive fewer private benefits from ownership than blockholders in the US or UK (Coffee, 2001 ) partly because Nordic countries rank high in enforcement of investor protection.
The most unusual characteristic of Nordic ownership structure is no doubt foundation ownership of business companies (Thomsen, 1996) . This structure matters in Denmark and accounts for more than 60% of total stock market capitalization. It also forms the basis for the two leading business groups in Swedish business (Industrivarden and Wallenberg). Foundation ownership appears to work remarkably well for company performance (Børsting, Kuhn, Poulsen, & Thomsen, 2014c; Hermann & Franke, 2002; Thomsen, 1996 Thomsen, , 1999 Thomsen & Rose, 2004) .
The most direct explanation for the prevalence of this structure in the Nordic is that high wealth taxes made foundations an attractive way for founding families to maintain control. However taxation is probably not all. Both the U.S. and the UK historically had high tax rates (Piketty, 2014) Board structures are quite similar at least in the Scandinavian countries (Denmark, Norway, and Sweden) as a consequence of similarity of company law (Hansen, 2003; Lekvall et al., 2014) .
There is a distinction between the (supervisory) board and executive management as in
Germany, but unlike Germany some limited overlap is allowed between the two levels.
Moreover, the board is not (as German supervisory boards) limited to supervision but can (as US/UK boards) interfere with whatever it finds appropriate except running the company on a daily basis. For example, unlike the board of statutory auditors in Japan or China or the German supervisory boards, Nordic company boards can easily replace executive managers. The Nordic board structure is therefore usually characterized as semi two-tier (Conyon & Thomsen, 2012),
i.e. there are two tiers, but there is more overlap between the two tiers than in Germany. Note however that Hansen (2007) regards the Nordic board model as essentially one tier, which it historically was.
Like Germany, the 3 Scandinavian countries also have employee representation on company boards, but in an attenuated form with up to 1/3 employees and not up to 1/2 as in Germany. Moreover, unlike in Germany, employee representation is not mandatory but optional to the employees, who often decide not to exercise their rights in small and medium size companies (Thomsen & Conyon, 2012) . Thus Nordic governance is influenced by the stakeholder viewpoint, but not as clearly as in Germany, where employees must elect up to half of the supervisory board in large companies.
Executive incentives are generally less strong than in the US/UK with lower and less variable pay (Thomsen & Conyon, 2012, p. 290) . Differences to the rest of continental Europe are debated but Nordic executive pay is probably in the low end, although this may be attributable to industry structure and pay composition. One reason (as suggested by Piketty, 2014 ) is that marginal taxes were (and still are) quite high and so that most upward variation in pay is taxed away and companies (or managers) have less of an incentive to set up variable pay systems such as stock option schemes. Nevertheless stock options schemes are now quite common and executive pay is rising at the same rates as in the US/UK.
Altogether, the Nordic model has elements of stakeholder governance, which balanced by empowered ownership (Lekvall et al., 2014; Roe, 1994) . Ownership structure is concentrated and shareholders are empowered to make decisions. There appears to be less formality and more decentralized decision making than in Germany or the U.S. However, major blockholders may be more sensitive to stakeholder concerns, for example because they have ties to unions (pension funds), government (the Norwegian energy companies) or (as mentioned above) charitable foundations.
The Nordic corporate governance model has obviously developed in conjunction with other elements of Nordic societies. For example, the welfare state and its high tax rates (including historically high wealth taxes) made family business difficult to sustain. Relatively efficient and uncorrupted government has made it less costly to socialize large sector of the economy such as health and education. Roe (2000) speculates that strong owners were necessary to counteract powerful labor unions and thus an essential element of the overall governance system. Coffee (2001) observes that private benefits are lower in the Nordic countries. He argues the small Nordic countries have been able to discipline large owners through social norms, which may be more difficult to do in large heterogeneous countries such as the US or a large stock market with many international issuers and investors such as in the UK.
The Performance of the Nordic Model
The relative success of Nordic 'cuddly' capitalism shows that it is feasible -under some circumstances -to combine market economy and reasonable growth rates with a large government sector, income redistribution and democracy. Its socialist origins conceivably make the Nordic experience interesting for countries with a socialist or communist heritage such as India or China that are themselves going through a transformation to a mixed economy. If social welfare, income equality and happiness are high on the priority list, the Nordic model appears attractive.
In Table 3 we examine how the Nordic countries are doing on alternative measures of economic and social performance.
[Insert Table 3 here]
Nordic GDP per capita is high compared to the US and the rest of Europe, although the U.S.
fares better when adjusting for purchasing power parity.
Since 1980, long run economic growth in the Nordics has been at the same level as in other high income OECD countries -slightly higher than EU average, but slightly below the U.S.
Obviously, compared to the performance of China, India or Singapore, Nordic growth rates are low, and many would like them to be higher, but they appear to be no lower than in other developed countries. The same trends are observed in stock market indices, which have grown faster in the Nordics than in the rest of continental Europe, but slower than in the U.S.
In terms of perceived happiness the Nordic countries also come out stronger than the benchmark countries and regions. In fact, all of the Nordic countries are in the top 10 of the happiness report. They also come out with low income inequality and high life expectancy (although they have recently been superseded by Singapore on this measure).
Thus there is some indication that the Nordic model is successful in creating a high quality of life.
However, the Nordic countries are themselves facing challenges that may make their model unacceptable to developing countries. For example, as shown, growth rates have been low in recent years compared to the dynamism of Singapore and other emerging market economies.
This has caused much soul searching and reform in the Nordic countries, which are themselves in a period of transition. As The Economist (2013) notes: 'The streets of Stockholm are awash with the blood of sacred cows'. The reforms include public sector austerity, privatization, outsourcing, public-private partnerships, downsizing and adoption of market principles. It is not
clear that the Nordic model is intact or even sustainable in the long run (Kvist & Greve, 2011) .
Moreover, to some extent the Nordic model builds on social capital (trust and cohesion) which is much easier to maintain in small, homogenous and wealthy economies than in large and heterogeneous emerging markets, where poverty remains a serious problem.
As a final point it is interesting to inquire whether high Nordic governance standards have an independent effect on happiness in addition to the effect of a high per capita GDP and whether exceptionally good governance can explain the high level of happiness in the Nordic countries. We explore this possibility in Table 4 .
Here, we observe that the Nordic happiness level remains significant even after controlling for both GDP per capita and governance ratings. Moreover governance does not appear to have and a significant direct effect on happiness beyond a potential indirect effect via GDP per capita. Thus, Nordic happiness remains something of a puzzle.
[Insert Table 5 ]
The Nordic Model as a Development Paradigm
Could the Nordic model be a development paradigm for emerging economies like China or India? This seems doubtful for a number of reasons.
First, differences in living standards are very large. GDP per capita in the Nordics is presently 10 times higher than in China and 40 times higher than in India. The welfare state with its generous income transfers and universal welfare provision is costly, and the taxation necessary to finance it could stifle economic growth at a critical stage of development.
Differences in government efficiency, levels of corruption and regulatory quality also indicate that large welfare states would run into serious problems in China and India.
Secondly, the Nordic welfare model is quite different from the state capitalism practiced in Singapore or China. Excepting the Norwegian energy sector, Nordic governments are currently mainly involved in welfare services (health, social security, education), while the Singaporean and Chinese governments are active in a range of competitive business.
The Singaporean state-owned enterprises have done remarkably well, partly through good governance (Sim, Thomsen, & Yeong, 2014) , so this might be a more direct source of inspiration. The Nordic governments have over time increasingly withdrawn from ownership of business firms in favor of free (non-market) social services provided free of charge.
Thirdly, both India and China lack the strong labor unions which were the key drivers in Nordic social democracy. Without them, other elements of the Nordic model might be impaired.
For example, employee representatives would be at risk of dismissal and so could not function as independent board members.
Finally, the small, homogeneous Nordic countries can rely on shared social norms in a way that might not be possible in large heterogeneous countries like China or India. Such norms are difficult to create overnight, and it is not clear that importing Nordic institutions would work in their absence. Chinese or Indian governance will probably need to be founded on domestic traditions and social norms rather than imported cut and paste.
Nevertheless, for what it is worth, we end by considering 3 characteristics of the Nordic model that could provide some inspiration for institutional experiments although they will obviously have to be adapted further to suit the local context. (Thomsen, 2006) . Foundation ownership might also be attractive in other contexts, for example it could be an alternative ownership structure for the stock held by the Chinese Academy of Sciences in Lenovo in much the same way that the Danish Academy of Sciences elects the board of the Carlsberg Foundation which owns a controlling share of Carlsberg, the brewery. In fact, industrial foundations may be attractive for Chinese policy makers since they constitute private ownership without private control by investors, entrepreneurs or founding families.
There appears to be three major routes to the creation of industrial foundations:
1. Donation by entrepreneurs (for example to overcome succession problems or avoid high wealth taxes); 2. Conversion of financial mutual, whose equity capital reserves are separated out to foundations before public listing; or 3. Privatization to foundations where a government donates stock in a former state owned enterprise to charitable foundations. Social capital such as basic levels of trust and honesty, control of corruption, or government efficiency may be a requirement for the success of the foundation structure. Small, homogeneous, and wealthy societies like the Nordic countries may find it easier to fulfill these requirements than large emerging economies that span a wider range of ethic and cultural diversity. Nevertheless, India already knows of foundation-ownership in the Tata group (Thomsen, 2011) , and there appears to be no compelling reason why it might not also work in China.
CONCLUSION
Altogether, while the Nordic model may perhaps provide some useful ideas for social experiments, it is clearly not a blueprint for the development of much larger, less affluent and less homogenous countries like China or India. Notes: Voice and Accountability: 'The extent to which citizens in a country are able to participate in selecting their government, as well as freedom of expression, freedom of association, and a free media'. Political Stability and Absence of Violence/Terrorism: 'The perceptions of the likelihood that the government will be destabilized or overthrown by unconstitutional or violent means, including domestic violence and terrorism'. Government Effectiveness: 'The quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality of policy formulation and implementation, and the credibility of the government's commitment to such policies'. Regulatory Quality: 'The ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development'. Rule of Law: 'The extent to which agents have confidence in and abide by the rules of society, in particular the quality of contract enforcement, the police, and the courts, as well as the likelihood of crime and violence'. Control of Corruption: 'The extent to which public power is exercised for private gain, including petty and grand forms of corruption, as well as "capture" of the state by elites and private interests'. Overall Governance is a composite measure of the previous measures created by principal component analysis. Source. World Bank Governance Indicators 2014. The governance indicators are continuous variables used for F-and T-tests. However for simplicity level differences are show by governance ranking from highest (1) to lowest (215) of maximum 215 countries. UN (2013) 
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